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Abstract 
For each company, profitability, products quality and customer satisfaction are the most important 
targets. To attaint these targets, managers need to know all about costs that are used in decision making. What 
kind of costs? How these costs are calculated for a specific sector such as food processing? These are only a few 
questions with answers in our paper. We consider that a case study for this sector may be relevant for all people 
that are interested to increase the profitability of this specific activity sector. 
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1. Introduction 
 
In  Romania,  entities  specialised  in  food  processing,  are  defined  by  OG  58/1998  regarding  the 
organisation of hospitality companies [18] and by HG 843/1999 regarding the classification of food processing 
entities, other than those that are includes in hospitality companies [17]. Note no 1 from HG 843/1999 presents a 
brief analyse of different types of food processing entities and also products that may be sold by these entities. In 
the same note are mentioned three types of confectionery and pastry entities, such as: 
1.  Confectionery and sweets shops specialised in these types of products. 
2.  Pastry shop where hot pastry products are sold and also beer may be served. The best solution is that 
pastry products to be produced by pastry shop lab. 
3.  Pretzels and doughnuts shops placed in throng areas where there are a big number of daily customers. 
This paper is based on a national and international literature revue regarding managerial accounting and 
management control. Our research is divided in two parts: in the first part are presented theoretical aspects 
regarding  expenses  and  costs  for  food  processing  entities  and  also  our  own  opinions  in  relation  with  the 
appointment of different expenses in managerial accounting, and in the second part is presented a case study for 
a pastry entity with its own lab. We think that our research will be useful for a large category of accounting 
professionals interested in solving cost calculation and profit management. Our research may be characterized as 
a practical applicable paper.  
 
2. Costs and profitability in the case of food processing entities 
 
Food  processing  sector  is  a  specific  form  of  retailing  sector.  In  this  specific  form,  entities  sell 
merchandises in the same form (bars, restaurants, confectionery) and also products obtained from their own 
activity as different types of foods and pastry products. These entities may be organised in different departments 
such  as:  wherehouses,  shops  and  service  departments  (bird  loft,  nursery  pig).  For  a  better  information, 
managerial  accounting,  could  be  organised  in  operating  sectors  (kitchens,  restaurants,  bars,  etc.)  and  on 
categories or types of merchandises and finished products. 
For cost calculation, managerial accountant must identifies cost centres and cost objects. Cost centres can 
be classified in operatonal centres (wherehouses, shops, administration, etc.) and service or auxiliary centres for 
all internal services in the benefit of operational centres (transport, nursery, laboratories, etc.). Cost objects are 
determined by each entity and should be: types of merchandises, activity sector (retailing, wholesale, on-line), 
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market  segment.  For  each  entity,  performance  is  appreciated  in  compliance  with  cost  standards,  quality 
standards, gross margin, profit margin ratio, liquidity ratios, return on investment, etc. 
For commercial sector, total cost of goods sold (TCGS) is composed by all expenses incurred in the 
process of acquisition and distribution of merchandises (Dumitrana and &, 2008): acquisition cost of goods sold 
(ACGS) and other costs such as distribution costs (DC) and administration costs (AC). 
Total cost of goods sold may be calculated following the relation: TCGS= ACGS+DC+AC. 
Distribution cost includes all expenses incurred in selling and distribution of merchandises: wages and 
salaries for all people implicated in distribution process, transport expenses, packaging expenses, fixed assets 
depreciation, advertising expenses. 
In  Romania,  OMFP  1826/2003  [16],  presents  a  classification  of  expenses  recorded  in  financial 
accounting (by nature) in the following categories necessary in managerial accounting, for cost calculation: a) 
direct expenses; b) indirect expenses; c) distribution expenses; d) general administration expenses. 
 
Using the relation between expenses and cost object, literature reveals (Caraiani, Dumitrana and &, 2008) 
a classification of expenses in direct and indirect, as follows: 
1.  direct  expenses:  acquisition  cost  of  goods  sold,  distribution  expenses,  transportation,  insurance, 
identified on cost object (advertising expenses for merchandise A). These expenses are direct in relation 
with cost object and cost centre. 
2.  indirect expenses: distribution expenses, transportation, insurance, other than those that were presented 
at point 1; general administration expenses. A part of indirect expenses are direct in relation with cost 
centre and indirect in relation with cost objects (depreciation for buildings used in distribution process, 
salaries, consumables, packaging, etc.). Another part from indirect expenses is indirect in relation with 
cost object and cost centre (general administration expenses). 
 
To ensure the integrity of the goods during transportation and distribution processes, foods processing 
entities can use the following packaging categories: 
  Fixed assets (barrels for big capacities, containers, etc.). For these packaging, in financial accounting is 
calculated the depreciation as an expense. In managerial accounting this depreciation is considered as a 
distribution expense. 
  Small  inventories  used  for  internal  transportation  of  the  goods  that  are  considered  as  distribution 
expense. 
  Materials packaging (paper, bags, cellophane, etc.) for: 
-  food packaging, that are sold gross weight/net weight. In financial accounting, these materials 
are recorded as merchandises when they are transferred to operational departments. Because 
they weigh merchandise, their consumer, represent a merchandise expense and is recognized as 
a cost of goods sold. 
-  merchandises  that  are  sold  in  net  weight  or  by  piece.  Packaging  materials  expenses  are 
supported by the entity, and are included in distribution expenses. 
-  householder, considered as administration expense. 
  Returnable packaging (OMFP 3055/2009) acquired or produced in order to be used for merchandises 
sell. These packaging may be temporary keep by third parties, but must be returned according to the 
contract.  These  packaging  do  not  generate  results  for  commercial  entities,  only  if  packaging  are 
damaged. In this case expenses related to packaging are considered as distribution expenses and will 
influence  the  profit.  Other  merchandise  may  be  acquired  at  a  cost  that  includes  also  the  cost  of 
packaging (black boxes, butter boxes, etc.). In this case, if packaging are recovered and sold their cost 
may be eliminated from the acquisition cost of goods sold. 
For  the  absorption  of  indirect  cost  into  the  total  cost,  the  following  steps  are  necessary  (Caraiani, 
Dumitrana and &, 2008): 
1.  Primary  allocation.  For  each  cost  centre  or  department,  indirect  expenses  must  be  allocated 
(salaries, consumables, etc.) or apportioned (depreciation, electric energy, etc.). 
2.  Absorption  of  indirect  expenses  after  the  transfer  of  the  total  cost  of  service  departments  to 
operational  departments.  If  reciprocal  services  appear,  these  must  be  solved  and  after  that  an 
absorption will be possible. Methods that may be used for reciprocal services may be: continuous 
allotment,  step  down  method,  equation  method.  To  absorbed  indirect  expenses,  an  overhead 
absorption rate (OAR) must be calculated based on the relation: OAR=total indirect expenses to be 
absorbed/total  absorption  basis.  Indirect  expenses  absorbed  by  each  cost  object  (IEA)  will  be: 
IEA=OAR*the part of the absorption basis specific for a cost abject. 
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3. Case study 
 
This case study is based on the activity of a pastry entity, during a month. Our entity produce and sell 
three products manufactured in the lab organized by this entity: specialties with meat, mushrooms and cheese. 
Products obtained in the lab are sold through the pastry shop to individual consumers and to other entities. The 
pastry entity is organized in two cost centre: Lab and Pastry Shop. Products obtained in lab are transferred to 
pastry shop at real production cost. Ending work-in–progress is zero. Available data for the month are presented 
in table no. 1: 
 
 
 
Table no. 1 Sales 
Items  
Specialty with meat (P1)  Specialty with 
mushroom (P2) 
Specialty with cheese 
(P3) 
Quantity  
(units) 
Selling 
price 
without 
VAT 
(lei/unit) 
Quantity  
(units) 
Selling 
price 
without 
VAT 
(lei/unit) 
Quantity  
(units) 
Selling 
price 
without 
VAT 
(lei/unit) 
Pastry shop (retail)  1.500  3,2  1.800  2,8  1.500  3 
Laboratory  (other 
entities) 
1.500  2,5  4.200  1,8  3.000  2 
   
The  lab  indirect  expenses  were  9.680  lei  from  which  incorporated  expenses  7.260  lei  calculated 
depending on the activity level. Revenues from refreshing drinks were 3.000 lei (acquisition cost 1.440 lei), sells 
of beer 600 lei (acquisition cost 340 lei). General administration expenses for the period were 7.050 lei and 
distribution expenses were 4.485 lei for Pastry shop (building depreciation, sellers salaries, electric expenses, 
water  expenses,  etc.)  and  416  lei  for  Lab  (materials  packaging).  Product  transportation  was  ensured  by 
customers. Lab and Pastry shop beeing  located in the same building the depreciation was apporioned between 
centres based on the space occupated by each centre. During the same month a car was sold at a selling price of 
3.000 lei. Car aquisition cost was 20.000 lei and depreciation was 18.000 lei. Absorption of indirect expenses 
will be as follows: for indirect production expenses on the base of raw material cost; for administration and 
distribution expenses on the base of turnover (sales). On the occasion of the inventory at the end of the month, a 
material addition was found out for 100 lei. Information about real production cost for specialities are presented 
in table no. 2. 
Table no.2 Production cost calculation  
Items   Specialty with 
meat (P1) 
Specialty with  
mushroom (P2) 
Specialty with 
cheese (P3) 
Total 
1.Raw materials and direct materials: 
flower, butter, eggs, mushrooms, cheese, 
meat, onion, piper, etc.-lei 
1.650  2.700  2.250  6.600 
2. Indirect production expenses-lei  1.815  2.970  2.475  7.260 
3. Production cost-lei (1+2)  3.465  5.670  4.725  13.860 
4. Quantity produced -units.  3.000  6.000  4.500  13.500 
5. Production cost per unit -lei/unit (3/4)  1,155  0,945  1,05  - 
 
The requirement is the calculation of total cost and profit, for each product and in total. 
 
Solving steps 
 
1.  Overhead  absorption  rate  calculation  for:  indirect  production  expenses(OARIE),  administration 
expenses(OARA) and distribution expenses (OARD) 
 
Calculation of overhead absorption rate for indirect production, expenses (OARIE) relation (1): 
OARIE = indirect expenses/raw materials cost = 7.260 lei/6.600 lei = 1,1  (1) 
For the computation of OAR for administration is necessary to use turnover from the table no. 5. 
OARA = administration expenses/sales =7.050 lei /(17.310 lei +17.940 lei) = 0,2  (2) 
Administration expenses for each centre are calculated based on relations (3), (4): 
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AdministrationLab = 0,2*17.310 lei = 3.462 lei  (3) 
AdministrationPastry = 0,2*17.940 lei = 3.588 lei  (4) 
Computation of OAR for distribution (OARD) relation (5): 
OARD = distribution expenses/sales = 416 lei /17310 lei = 0,024  (5) 
 
2. Total cost calculation for finished products sold directly from Lab 
 
Elements to be calculated are: production cost of goods sold, administration expenses and distribution 
expenses for each specialty, following the relations (6), (7), (8): 
Production cost of goods sold = Quantity sold*production cost per unit  (6) 
Administration expenses/specialties  = OARA*sales on specialties 
Distribution expenses on specialties =  OARD * sales on specialties 
(7) 
(8) 
 
 
Table no.3 Total cost calculation for lab. Specialties-lei 
Items 
Laboratory 
P1  P2  P3  Total 
1.Production cost of goods sold  1.732,5  3.969  3.150  8.851,5 
2.Administration expenses
  750  1.512  1.200  3.462 
3.Distribution expenses
  90  182  144  416 
4.Total cost (1+2+3)  2.572,5  5.663  4.494  12.729,5 
 
3. Total cost calculation for merchandises sold from pastry shop 
 
Elements to be calculated are: production cost of goods sold, administration expenses and distribution 
expenses relations (9), (10), (11): 
Production cost of goods sold (P1, P2, P3)= quantities sold*production cost per unit  (9) 
Administration expenses/ merchandise= OARA*sales 
Distribution expenses/merchandise =  OARD * sales 
(10) 
(11) 
 
Table no.4 Total cost calculation for merchandises sold from Pastry Shop -lei 
Items  
Pastry Shop 
P1  P2  P3  Refreshing   Beer  Total 
1.Production  cost  or 
acquisition cost of goods sold 
1.732,5
  1.701
  1.575
  1.440  340  6.788,5 
2.Administration expenses
  960  1.008  900  600  120  3.588 
3.Distribution expenses
  1.200  1.260  1.125  750  150  4.485 
4.Total cost (1+2+3)  3.892,5  3.969  3.600  2.790  610  14.861,5 
 
4. Analytical profits calculation 
 
Profits are calculated for each cost centre and for products, in table no. 5. 
Table no.5 Profit calculation 
Items  
Turnover  
(lei) 
Production 
cost/acquisition 
cost of goods 
sold (lei) 
Total 
cost (lei) 
Gross 
margin 
(lei) 
Profit  
(lei) 
Profit 
margin 
rate 
 (%)
 
0  1  2  3  4=1-2  5=1-3  6=5/1 
*100 
Laboratory 
Specialty 
with meat 
3.750  1.732,5  2.572,5  2.017,5  1.1775,5  31,4 
Specialty 
with 
mushroom 
7.560  3.969  5.663  3.591  1.897  25,09 
Specialty 
with cheese 
6.000  3.150  4.494  2.850  1.506  25,1 
Total 
laboratory 
17.310  8.851,5  12.729,5  8.458,5  4.580,5  26,46 
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Pastry 
Shop  
Specialty 
with 
meat 
4.800  1.732,5  3.892,5  3.067,5  907,5  18,9 
Specialty 
with 
mushroom 
5.040  1.701  3.969  3.339  1.071  21,25 
Specialty 
with cheese 
4.500  1.575  3.600  2.925  900  20 
Total 
specialties 
14.340  5.008,5  11.461,5  9.331,5  2.878,5  20,07 
Refreshing  3.000  1.440  2.790  1.560  210  7 
Beer  600  340  610  260  (10)  (1,66) 
Total  
pastry shop 
17.940  6.788,5  14.861,5  11.151,5  3.078,5  17,16 
Total entity  35.250  15.640  27.591  19.610  7.659  21,72 
 
 
 
5. Profit calculation in financial accounting on the basis of a simplified Profit and Loss Account 
 
Table no.6 Profit and Loss Account-lei 
Items   Values 
Sales net amount  35.250 
Other revenues  3.000+5.008,5=8.008,5 
Total operating revenues  43.258,5 
Acquisition cost of merchandises sold  5.008,5+1.440+340=6.788,5 
Expenses for raw  materials and consumables 
(6.600-100)+9.680+7.050+4.485+416=28.131  Salaries  expenses,  services  expenses  provided  by  third 
parties 
Other expenses  2.000 
Total expenses  36.919,5 
Gross profit  6.339 
 
6. Profit reconciliation  
 
Items    
Profit from managerial accounting  7.659 lei 
Revenues from sales (car)  +3.000 lei 
Materials addition (inventory)  +100 lei 
Subactivity cost (nonincorporated expense)   -2.420 lei 
Car expense (only in financial accounting)  - 2.000 lei 
Gross profit in financial accounting  =6.339 lei 
 
At the end of the period review in the case study, it can be said that this entity was a profitability one. 
The biggest profit was generated by Lab and a loss was obtained from the sell of beer. Even if to sell beer (in our 
case) was not efficient, sometimes is necessary to keep less profitable products to be able to sell other types of 
products. 
At the end of the case study was calculated the gross profit in financial accounting and the reconciliation 
between cost profit and financial profit. 
 
4. Conclusions  
The case study's main target was the computation of total cost and profit for a pastry entity with its own 
laboratory, because for this type of entities there are a lot of specific elements related to the organization and 
expenses classification and absorption. Profitability and total costs analysis were not a priority in our research. 
Such analysis is very important for decision making in order to reduce costs and increase profits. If profit centre 
should be created for the pastry entity, another problem could appear in connection with transfer pricing. In 
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literature are presented a lot of methods used to calculate the transfer price and also the impact of these methods 
on centre profitability. Always the total profit will be the same bat for each cost centre, profits will be different. 
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